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care with an individuat practice assoeiation.

As of June 30, 1977, Postlasd Metro reported

it bad enrclied 7,285 members.

The plan offers the specified health benefits,
meets the organizational reguiremments, and
generally satisfies the operational reguire-
menis of the Hezith Mainnance Orgniza-
tion Act of 1973. lrdid not, howewsr, have an
open enroliment period nor & it evsroll mem-
bers to broadly regre:ant its service ama. Its
policies tend o exclude or discourage certain
groups from becoming mambers.

Unless Poriland Metro increases premsum
rates and reduces administrative costs substan-
tially, it will not bz fiscally sound as reqaiired
by the act. GAD doubts Portiand Metro’s abil-
ity to do this. Thas, it wili not be ale to
operate beyond its loan subsdy period with-
out additional Federal financial assistanca.
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This report discusses our findings and conclusions on
the Portland Metro Health, Inc., Portland, Oregon, a federally
gualified health maintenance organization. A draft report
was sent to the organization's officials for review and com—
ment and their comments have been included in the report.

This is the third in the series of 14 individual reports
to be issued in compliance with section 1314 of the Health
Maintenance Organization Act, as amended. Our report en-
titled "Can Health Haintenance Organizations Be Successful?--
An Analysis of 14 Federally Qualified 'HMOs'"™ (HRD-78-125,
June 30, 1978), summarizing all our evaluations initiated
under section 1314 was submitted to the Congress.

As requested by the Chairman and Ranking Minority Hember
of the Subcommittee on Health and Scientific Research, Senate
Committee on Human Resources, we are forwarding separate
reports on each health maintenance organization evaluation
to them and also to the Chairman and Ranking Minority Member
of the Subcommittee on Health and the Environment, BHouse
Committee on Interstate and Foreign Commerce.

We are also sending copies of our individual reports to
the Department of Health, Education, and Welfare. The Civil
Service Commission will be provided copies of reports on
health maintenance organizations participating in the Federal
Employees Health Benefits Program.
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While we hope that this and our subsequent evaluations
of federally qualified health maintenance organizations will
be of use to the Subcommittee(s) and the responsible Federal
agencies, we believe that the public disclosure of our dis-
cussion of several issues in the report may inadvertently
and inappropriztely have an adverse effect upon the health
maintenance organization's marketing capability and financial
viability. Therefore, we have limited the distribution of
this report, asd unless released by the Subcommittee(s), we
will restrict public release of this and other reports in
this series.

omptroller General
of the United States
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REPORT BY THE PURTLAND METRO HEALTH PLAN,
COMPTROLLER GENERAL INC.--A FEDERALLY QUALIFIED :
OF THE UNITED STATES HEALTH MAINTENANCE ORGANIZATION .
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This report, on the Portland Metro Health
Plan, Inc., of Portland, Oregon, is 1 in a
series of 14 evaluations of individual
health maintenance organizations. A health
maintenance organization provides health
care services to its members based on pre- i
paid rates. This provides an incentive for &
an organization to emphasize preventive
medicine to reduce overall health care costs.
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The Health Maintenance Organization Act per-
mits a health maintenance organizacion to
provide health care services thrcugh health
professionals who are members of its staff
or through medical groups or individual
practice associations with which the organ-
ization has entered into service agreements.
Portland Metro Health Plan, Inc., contracts
with an individual practice association--
Portland Metro Health Physicians--to provide
health care services to its members.
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Portland Metro appears to be providing com- 3
prehensive prepaid health care to its members 4
in accordance with the Health Maintenance

Organization Act. However, it has not en-

rolled members broadly representative of its
service area. Its policies and practices ]
tend to discourage enrollme..t of low income, i
old, sick, and pregnant individuals.

R o 1

Portland Metro does not have a fiscally sound ;
operation as required by the act. In Decem- b
ber 1975 it was awarded an operational lean
of $1 million to cowver projected operating 3
losses during its initial 36 months; it spent 3
the $1 million during its first 14 months. 4
Portland Metro requested and was granted an B
additional $1.5 million loan by the Department
of Health, Education, and Welfare (HEW) in B
March 1977. In its first 12 months of opera- &
tion (to December 31, 1976), it realized only E
48 percent of its projected income and in- i
curred operational losses of $835,080 or k.
$380,9%54 more than projected in its initial v
loan application. I

‘ear Shest. Upon removal, the report .
over date should be noted hereon. 1 HERD-78-89



GAO believes that unless Portland Metro
increases premium rates and reduces admin-
istrative costs substantially, it will not
be fiscally sound as required by the act.

GAO doubts that Portland Metro has the ability
to do this. Thus, it will not be able to
operate beyond its loan subsidy period with-
out additional Federal finamcial assistance.

In com®enting on this report in December 1977,
Portland Metro disagreed with GAO's conclu-
sions that it had not enrolled persons broadly
representative of its service area and that it
does not have a financially sound operation.
(See app. II.)

On June 30, 1978, HEW formally notified
Portland Metro of its intent to revoke
Portland Metro's Federal gqgualification.
Specifically, Portland Metre had failed

to comply with the reguirement that a
gualified HMO have a fiscally sound opera-
tion,

GAO revised and updated certain sections of
the report based on Portland Metro's review
comments and specifically addresses other
comments in chapter 6.

Employers in the Portland Metro service area
are reguired to include a health maintenance
organization in their employees® health bene-
fit plans. Although some employers resent
this Federal requiremsnt, those contacted
sald the added administrative costs of offer-
ing employees a health maintenamce organiza-
tion were negligible.

Although many employees in the Portland
Metro service area receive health benefits
through union trust programs, as of June 30,
1977, Portland Metro had been umable to
negotiate contracts or enroll members
through union trusts. However, Portland
Metro reported that it has begqum enrolling
members of the Oregon-Teamster FTrust for
coverage effective Jamuary 1, 1978.
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GA0 believes that the public disclosure of our
discussion of several issues in the report
may inadvertently and inappropriately have

an adverse effect upon the health maintenance
organization's marketing capability and
financial wviability. Therefore, GAO has
limited the distribution of this report.
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CHAPTER 1

INTRODUCTION

The Health Maintenance Organization (HMO)} Act of 1973, as
amended, requires us to evaluate the operations of certain
HMOs which have been certified by the Department of He21lth,
Education, and Welfare (HEW) as complying with the act's
organizational 2nd operational requirements and which have
received financial assistance under the act.

Section 1314 of the act, as amended, requires us to re-
port to the Congress on the ability of these gqualified HMOs

~-t0 meet the requirements of the act regarding their
organization and operation, including the HMOs' ability
to include medically indigent and 21igh-risk individuals
in their membership and to provide services to medically
underserved populations and

-~t0 operate on a fiscally sound basis without continued
Federal financial assistance.

The act directs us to study and report the economic ef-
fects on certain employers required by section 1310 of the
act, as amended, to offer membership in qualified HMOs as
an optional health benefit plan, an option referred to as
dual choice.

The act also requires us to evalucte (1) the operations
of distinct categories of HMOs in comparison with each other,
(2) HMOs as a group as compared with alternative forms of
health care delivery, and (3) the impact that HMOs, individ-
vally, by category, and as a group have on the public health.
To the extent possible, we have included such information in
our summary report to the Congress. However, as noted in our
report, "Factors That Impede Progress in Implementing the
Health Maintenance Organization Act of 1973" (HRD-76-128,
Sept. 3, 1976), no state-of-the—art agreement exists on what
methods have been developed to provide comparative and health
status information to be used for such evaluations. For this
report, we will describe the HMO's guality assurance program.

This evaluation concerns Portland Metro BHealth Plan,
Inc., Portland, Oregon, and is one in a series of evaluations
of HMOs to be made in compliance with the act. At the request
of the Chairman and Ranking Minority Member, Subcommittee on
Health and Scientific Research, Senate Committ=e on Human Re-
sources (formerly the Subcommittee on Health, Senate Comm.*tee



on Labor and Public welfare), separate reports on each HMO
evaluation will be issued to them and to the Chairman and
Ranking Minor ity Member, Subcommittee on Health and the Envir-
onment, House Committee on Interstate and Foreign Commerce.
Our report entitled "Can Health Maintenance Organizations

Be Successful?--An Analysis of 14 Federally Qualified 'HMOs"
(BRD-78-125, June 30, 1978) summarizing all our audits initi-
ated under section 1314, as amended, was submitted to

the Congress.

PORTLAND MaTRO HEALTH PLAN, INC.

Portland Metro was incorporated in December 1972 as a
nonprofit corporation under Oregon State laws. HEW tenta-
tively certified Portland Metro as a qualified [iMO in July
1875. Portland Metro received a direct operating loan of
$1 million from HEW in December 1975 and began providing
health services to its members on Janwvary 1, 1976. Upon
becoming operational, Portland Metro was also qualified for
mandatory dual choice under section 1310 of the act. See
ch. 4.,)

Portland Metro wa. the first individual-practice-
assoctiation type HMO to be qualified under the act. As an
individual-practice-association type HMO, Portland Metro does
not own or operate health care facilities. Instead, it con-
tracts with an individual practice association, Portland Metro
Health Fhysicians, Inc., and with institutional health care
providers, such as hospitals and skilled nursing facilities,
for delivery of health care to its members. As of mMay 1977
Portland metro had individual contracts with 754 participating
physicians, z3 participating hospitals, and 6 urgent care
centers. Thus, Portland Metro does not directly control or
manage the amount of health care provided to its members.

Portland Metro pays physicians and other health care
providers on a fee-for-service basis which is similar to a
service benefit plan, such as Blue Crogs-Blue Shield's.
After serving the member, the provider vills and receives
payment from Portland Metro.

Portland Metro serves a standard metropolitan statis-
tical area of Multnomah, Clackamas, and Washington Counties
in Oregon, and Clark County in Washington. (See map on p. 3.)
Certain census tracts within the service area have been des-
ignated as medically underserved areas, but Portland Metro
does not specifically direct enrollment efforts to these
areas.
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FEDERAL FINANCIAL ASSISTANCE

Federal financial assistance to prepaid health care de-
livery programs was available before the HMO Act under several
sections of the Public Health Service Act (42 U.5.C. 246(e)
(repealed by Public Law 94-63), 42 U.S.C. 242b (1970 and Supp.
v, 1975), 42 U.S.C. 229b (1970), 42 U.S.C. 2993 (1970)). Dur-~
ing the period april 1972 through June 1974, Portland Metro
Health Plan, Inc., and its predecessor agency, Emanuel Hospital,
received three grants totaling $309,800 under section 314(e)
of the Public Health Serwice Act (repealed by Public Law 94-
63). This section provided for grants to any public or non-
profit private agency, institution, or organization to cover
partially the cost of (1) providing services to meet health
needs which are limited by geographic scope or of specialized
regional or national significance or (2) initially developing
and supporting new health services programs. Portland Metro
received additional planning grants totaling $455,188 from
July 1, 1974, through December 31, 1975, under the HMO Act.

The act requires each BMO to be fiscally sound. However,
because developing HMOs may have difficulty meeting operating
expenses, the act provided for Federal loans to assist them
during their first 36 months. The HMO Amendments of 1976
extended the loan subsidy period to 60 months. Interest ac-
crues from the date of the loan closing and is to be paid
in accordance with the loan agreement, which requires repay-
ment of the principal beginning between the fourth and fifth
anniversaries of the direct loan closing.

In December 1975, after 4 years of developmental activi-
ties supported by section 314(e) and HMO Act grants, Portland
Metro received an operating loan of $1 million to cover pro-
jected losses during its initial 36 months. Portland Metro
used the $1 million to cover losses during its first 14 months
of operation. Portland #Metro requested and received an addi-
tional $1.5 million loan from HEW in March 1977.

The loan agreements state interest and principal shall
be repayable over a period not to exceed 20 years, beginning
on the loan closing date. However, principal payments are
to begin in July 19880 for the $1 million loan and between
march 4, 1981, and March 4, 1982, for the $1.5 million loan.
Annual interest rates are 8.25 percent and 7.25 percent for
the S1 million and $1.5 million loans, respectively.

As shown on the following page, Portland Metro has re-
ceived Federal financial assistance totaling $3,264,988--0of
which about 91 percent was under the HMO Act.



Federal Zinamcial Ass:istance

Late
lype Authority avarded Amount Purpose
Grant Public nealth Service 1224y/751 3 luu,000 rlanning and Jdevelopment
Act, section 3l4(e}
Grant Publi1c Health Service 8 18/73 134,800 lanning and aevelopment
Act, section 314(e) :
Grant Public Health Service &-10/74 25,000 Flanning and development
Act, section 3l4{e)
Grant HHO Act 7,25/74 111, 38L Plannirg and development
Grant Hr®0 Act 3728775 307,244 Planning and development
Grant HMO Act 6727/75 36,563 Planning and development
Loan HKO Act 12411/75 1,004,004 Initi1al operatina deficit
Loan M0 Act 3,84/77 1,500,000 Initi1al operatinag uet (cit
Total 33,264,988

SCOPE OF EVALUATION

We made our review at Portland Metro Health Plan, Inc.,
Portland, Oregon; HEW's Health Services Administration,
Rockville, Haryland; and HEW region X offices in Seattle,
Washington. We also interviewed employer representatives
at their offices im the Portland area.

To datermine Portland Metro®s ability to be fiscally
sound without continued Federal financial assistance, we

--compared Portland Metro's financial history to the
financial projection it submitted in applying for
gqualification and for Federal loans;

-~-reviewed the actuarial projections used by Portland
Metro and projections contained in its application
for an additional $1.5 million loan from HBEW; and

--reviewed Portland Metro's marketing program, its fi-
nancial operations, and its systems to control over-
utilization of services.

To evaluate Portland Metro's ability to meet the other
requirements and purposes of the act, we

--compared its orgenizational structure and level of
health services provision to the requirements of the
HE¥ regulations which had beea used in qualifying
Portland Metro and

—-evaluated its health services programs to medically
vnderserved areas, high-risk individuals, and the
indigent.

Summarized in appendix III are our determinations on
Portland Hetro's compliance with the act.



CHAPTER 2

HAS PORTLAND METRO BEEN ABLE TO

MEET THE ORGANIZATIONAL AND OPERATING

REQUIREMERTS OF THE BMO ACT?

The HMO Act directs gqualified HMOs to be fiscally sound;
offer specified health benefits; and meet certain other orga-
nizational and operational reguirements, including use of a
community rating system to develop premium rates. Portland
Metro's financial viability is discussed in chapter 3. Port-
land Metro offers the specified health benefits, meets the
organizational requirements, and generally satisfies the
operating requirements of a federally qualified HMO. (See
app. III.)

Provisions not met include

-~the open enrollment reguirement of the original act
which was never fully implemented by Portland Metro
nor formally waived by HEW and

--the requirement that membership be broadly representa-
tive of the various age, social, and income groups
within its service area.

HE®W has not published program guidelines for interpret-
ing some operational requirements. For example, although
HMOs must establish a community rating system for fixing
periodic payments, HEW has not published guidelines to be
vsed in developing such a system. (See p. 1ll.)

HEW encourages, but does not regquire, aui HMO to implement
certain other program objectives of the act. Guidelines have
not been established, thus leaving the interpretation to each
HMO. An example of such an objective would be in the ways
services should be directed toward medically underserved areas.

OPEN ENROLLMENT PERIOD NOT HELD

Prior to the 1976 amendments to the act, section 3I01l(c)(4¢)
stated that each HMO shall:

“ % * * haye an open enrollment period of not
less than thirty days at least once during each
consecutive twelve-month period during which

le .-



enrollment period it accepts, up to its capacity,
individuals in the order in which they apply for
enrollment.® = =~

Exceptions to this provision could be authorized by the
Secretary if the HMO demonstrated, to HEW's satisfactiom, thacz
it had enrolled or would be forced to enroll a disproportion-
ate number of individuals who were likely to make excessive
use of its services and that enrolling more such individuals
would jeopardize the financial viability of the H#MO.

Portland Metro determined that an open enrollment zeriod
during the first year of operation would jeopardize its fi-
nancial viability and requested a waiver from HEW. According
to its president, Portland Metro interpreted EEW's lack of
response as tacit approval of the request. HEW did not
formally acknowledge receipt of the request or respond to 2t.
The president of Portland Metro stated open enrollment would
not be held during the loan period.

HEW has not issued final criteria for considering requests
for waivers. The amendments to the HMO Act changed the open
enrollment requirements so that open enrcollment is now re-
gquired for only those HMOs which

--have been providing comprehensive health services on
a prepaid basis for 5 years or have 50,000 members
and

~-did not incur a financial deficit in their most
recent fiscal year.

Because of these amendments, Portlzad Metro will not
have to have an open enrollment in the near future pecause
it (1) will not have been providing comprehensive health
services on a prepaid basis for 5 years until January 1981,
(2) had 7,285 members as of June 30, 1977, and (3) continues
to incur deficits.

HBMO MEMBERS NOT REPRESENTATIVE
OF AREA SERVED

Section 1301 (c) of the act requires an HMO to enroll per-
sons broadly representative of various age, social, and income
groups within the area served. Federal implementing requla-—
tions provide no guidelines defining a "broadly representative~
membership. Portland Metro attempts to direct marketing ef-
forts toward low health care user groups and away from high




user groups. In practice, this marketing strategy discrimi-
nates against olier persons, the poor (Medicaid recipients),
groups with high health care needs such as Medicare recipients,
and women who ars {(or intend to become) pregnant. As a result,
Portland 4etro

--serves proporticnately fewer persons over age 45 than
are in its service area (see p. 10),

--has not contracted with the States in its service
area to provide health care to Medicaid recipients,

--has established a rate structure that discouraged
older persons and pregnant women from becoming members,
and

--~has actively screened employer groups to eliminate
petentially aigh utilizer groups from enrolling in it.

Medicare enrollees

Portland Metro discourages older persons from enrolling
in its health plan. for example, its marketing brochure
states that:

“If you are covered by HMedicare, PLEASE NOTE:
PMH Plan will coordinate benefits for members
covered under Hedicare or other state, munic-
ipal, or federal zrograms. Generally, how-
ever, the PMH Plan is not appropriate when
Me.icare or similar programs apply, and a
benefit package specifically designed for
those programs will be more advantageous as

a health plan alternative."

Portland Metro also atteapts to discourage older persons
from enrolling by charging them a higher premium on two-person
contracts based on the premise that adults in two-person
contracts are older than adults in single-person or family
contracts. The Jamuary 1977 premium rate for two-person
contracts ($72.689) was more than twice the rate applicable
to single-person contracts (§34.61).

Yedicaid enrollees

Portland Metro had not contracted with States in its
service arez to provide health services to Medicaid benefi-
ciaries. The Portland Metro director stated Portland Metro
was not interested in providing services to Medicaid bene-
ficiaries because



-~it does not wish to have a "government subsidized,
welfare image;™

--the adminstrative red tape involved in securing and
maintaining such contracts is greater than the
benefit to be gained from them; and

--high utilization of health services by sedicaid
beneficiaries could adversely affect its financial
viability.

In commenting on our draft report, the Portland Metro
director stated that Portland cletro has contracted with Project
Health, a Multnomah County project established to provide
health care to the working poor. As of December 1, 1977,
Portland Metro had enrolled 184 medically indigent persons
under this contract which was effective July 1, 1977.

Discrimination against high
health service utilizers

In its qualification application, Portland Metro stated
it would not attempt to screen out individuals based on their
past or present health status. However, it has used both
group selection and price to control the size and quality
of its enrollees. Portland Metro officials said they have
attempted to enroll employer groups representative of in-
dustries and types of work in its service area.

In commenting on our draft report, the Portland Metro
director acknowledged screening employer groups based upon
their health care utilization record. Hhowever, he said that
the main criteria used in selecting new groups were (1) the
premium differential between Poitland Metro and other carriers
used by the group and (2) the employer's attitude toward
Portland Metro.

In addition to group selection, Portland Metro has also
tried to control enrollment through price. As discussed above,
the two-person contract rate has been used to discourage en-
rollment of oclder persons. During 1977, Portland Metro
established a $150 maternity copayment. This copayment was
intended to reduce the proportion of pregnant women joining
Portland Metro to a figure closer to the community average.

In commenting on our draft report, the Portland Metro director
stated that the birth rate among Portland Metro enrollees did
not decline following the implementation of the $150 copay-
ment, and partly as a result of this, Portland Hetro eliminated
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the maternity copayment for enrollments and re-enrollments
beginning in January 1978.

THE COMMURITY RATING SYSTEM

Originally, section 1301{(b)(l) of the act required that
payment for basic health services provided by the HMO be
fixed under a community rating system. Section 1302(8) of
the HMO Act, as amended, defines a community rating system
as

“& = x 3 gystem of fixing rates of payments
for health services. Under such a system
rates of payments may be determined on a
per-person or per-family basis and may vary
with the number of persons in a family, but
= = x= guch rates must be equivalent for all
individuals and for all families of similar
composition.”

Portland Metro established its initial premium rates
from projections developed with the assistance of an actuarial

consultant. Premium rates have been adjusted based on utiliza-

tion and cost experience.

HEW has not published, nor has it any specific plans for
publishing, program guidelines to interpret how coamunity
rating should translate into a premium structure. As a re-
sult, we could not determine if Portland Metro'‘s rate struc-
ture complies with the act's requirements for a community
rating system. The HMO amendments have deferred application
of the community rating reguirement to after the HMG has been
qualified for 48 months.

INADEQUATE REVIEW OF
LOAN APPLICATION

Section 1306(b)(5) of the original act stated that HEW
may not approve a loan application unless the applicable
health planning agency has had an opportunity to review
the application and submit recommendations.

A health planning agency official stated tne agency was

not given sufficient information to adeguately review the
$1 million Portland metro loan application. Although the
agency protested this situation several months befor2 the
loan was approved, the executive director of the planning
agency said HEW did not respond to the request that it be
permitted to review the complete loan application before
approval.

11




OTHER REQUIREMENTS

Ihe act contains other requirements designed to encourage
H»0s to provide comprehensive, quality health care to a broad
spectrum of the population and to promote a managed health
care delivery sysStem. However, HEW has not developed stand-
aras and detinitions for these requirements.

Portland Metro’s approach to these requirements is set
forth below.

An HMO must provide health education
and medical social services for its members

AEw has not defined the level of service required to
comply with this provision. Portland Metro relies on the
medical social services departments of participating acute-
care hospitals to provide services to members. In the ab-
sence of minimum standards, we could not determine whether
tne level of service provided to Portland Metro members was
adequate.

An HMO must provide, or make arrangements for,
continuing education for 1its
health professional staff

As previously stated Portland Metro does not directly
employ health professionals, but it does provide health
services through contracts with physicians and other health
care providers. It does not monitor the continuing education
of its participating health professionals. Each physician
contracting with Portland Metro agrees that to the extent
feasible he will cooperate with programs of continuing educa-
tion. However, in its gualification application, Portland
Metro stated it was not practical or economically feasible
for an individual-practice-association type HMO to have such
a program. Portland Metro nas not conducted any comtinuing
education activities to its physicians.

CCHNCLUSIOHRS

Portland Metro was in compliance with organizational
reqguirements and generally satisfied operational requirements
of the act.

12
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CHAPTER 3

WILL PORTLAND METRO BE ABLE TO

OPERATE WITHOUT CONTINUED

FEDERAL FINANCIAL ASSISTANCE?

As stated in chapter 1, the HMO Act requires each
qualified HMO to be fiscally sound. 1In our opinion, unless
Portland Metro increases premium rates and reduces adminis-
trative costs substantially, it will not be fiscally sound
as required by the act. We doubt Portland Metro's ability
to do this. Thus, Portland Metro will not be able to operate
beyond its loan subsidy period without additional Federal
financial assistance because it

--continues to incur administrative costs in amounts
disproportionate to its enrollment cize and

--lacks effective control over utilization and costs of
health care provided to members.

In addition, HEW has not encouraged Portland Metro to
adhere to financial projections which were the basis on which
Federal loan assistance was provided. HEW was aware that
Portland Metro was incurring greater than anticipated losses
only 3 months after it became operational, and approved
several increases in the scheduled spending of the $1 million
operating loan. As a result, the $1 million ioan which was
to subsidize Portland Metro's losses for 3 years was used in
only 14 months. HEW initially concluded in PFebruary 1977
that it could not approve Portland Metro's request for an
additional $1.5 million loan. In March 1977, after making
adjustments based on BEW suggestions, Portland Metro's re-
guest for additional loan money was approved in order for it
to continue operations., HEW approved the additional loan
even though (1) its marketing analysis showed Portland Metro
would not obtain its projected enrollment and (2) its finan-
cial analysis concluded Portland Metro was unlikely to attain
financial self-sufficiency as projected. In a letter dated
Pebruary 11, 1977, we advised HEW that Portland Metro could
not achieve the requirement to te financially viable under
its current mode of operation.

ADMINISTRATIVE AND OPERATING COSTS

The financial problems of Portland Metro are due primari-
ly to excessive administrative and operational expenditures.

13




Although membership income for the first 12 months of opera-
tion offset health care costs, Portland Metro spent about
$365,000 more for administration and interest than projected
in its initial lcan application., Portland Metro's operating
results during its first 12 months are summarized below.

Income and Expenses
January 1 through December 31, 1976

Difference

(prcjection

Item Projection Actual less actual)
Membership 7,500 4,120 -3,400
Income $1,219,418 $ 588,480 $630,938

Expenses:
Health care 1,200,232 585,384 614,848
Administration 467,312 740,011 -272,699
Total

exvenses 1,673,544 1,423,560 249,984
Net income (loss) $ -454,126 $ -835,080 $380,954

From January 1, 1976, through September 38, 1977,
Portland Metro experienced continuing high administrative
costs--averaging about $70,000 per month in 1976 and $81,000
for the first 9 months of 1977. MNet operating losses aver-
aged about $70,000 per month during 1976 and $69,000 per
month during the first 9 months of 1977.

In January 1977 an HEW official reviewed the Portland
Metro operation and concluded that it had inadeguately managed
its administrative costs. He stated that

--Portland Metro's personnel structure resembled that
of an individual practice association with 25,000 to
40,700 members, when actual membership was only
5,130 and

~--although membership had lagged far behind original
projections, the executive director had increased
the size of the administrative staff without regard
to slow membership growth, as long as Federal funds
were available.
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HEALTH CARE COSTS

Portland Metro recognized, in its gqualification applica-~
tion, that an individual practice association cannot estab-
lish direct cost and utilization controls over health care
providers. As an individual-practice-association type HMO:

--Dortland Metro does not employ health care staff.
Portland Metro signs written agreements with providers
who accept the health plan's payment for providing
health care.

--Portland Metro pays participating providers their
usual and customary fees for covered services.

--Portland Metro does not own or operate health care
facilities. Services are obtained in the cffices and
facilities of participating providers. Therefore, no
savings are gained through consolidating and sharing
facilities and equipment or through pooling medical
or administrative support staffs.

--Portland Metro requires that providers submit itemized
claims for payment and collect applicable copayments
from the patient.

Portland Metro proposed to control health care costs by
reimbursing participating physicians according to the physi-
cians' approved fee schedules. A January 1977 HEW financial
review disclosed that although Portland Metro had an approved
fee schedule for each participating physician, they were not
being used to det2rmine whether each physician was submitting
appropriate claims. 1In commenting on our draft report, a
Portland Metro official stated that a system to compare
physician billings with approved fee schedules was initiated
September 1, 1%77.

UFTILIZATION OF HEALTH CARE

In applying for qualification, Portland Metro emphasized
the need to achieve its health care utilization goals to be
fiscallv sound. During Portland Metro's first 7 months of
operation, utilization was higher than anticipated for
hospitalization, X-rays, and emergency room visits. These
three services accounted for over 50 percent of total health
care costs. Portland Metro also incurred a higher than antic-
ipated cost per service.
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Portland Metro proposed to contrel utilization by
(1) monitoring inpatient and outpatient care, to eliminate
unnecessary and inappropriate treatment, (2) establishing
incentives for provider efficiency by having the providers
be responsible for utilization of the HMO, and (3) educating
its members and providers in the eppropriate and most cost-
effective use of health care delivery systems.

Initial experience indicates controls have been ineffec-
tive in reducing hospital utilization below levels attained
by a major private health insurer and a group practice HMO
in the area. Portland Metro's utilization controls are
discussed below.

Controls to eliminate unnecessary
and 1lnappropriate treatment

Portland Metro subscribes to a commercial hospitalization
review program which monitors care and lengths of stay for
inpatients. This program has reportedly reduced the average
length of hospital stay by 2.5 days for some subscribers.

This program monitors length of stay but does not con-
trol admission. In commenting on our draft report, the
Portland Metro president stated that a hospital admission
review program was initiated on May 1, 1977.

Portland Metro screens outpatient claims submitted by
osroviders for appropriateness of treatment. If tests adminis-
tered or treatment provided appear excessive or inappropriate,
Portland Metro refars the claim to the Health Services direc-
tor who discusses it with the provider. 1If agreement is not
reached, the claim is referred to the professional review
committee (a group of member physiciansg) for resolution.
Portland Metro officials said some claims were rejected or
the amounts were reduced as a result of this review. How-
ever, Portland Metro officials stated the review's main
purpose is to provide education, not to recover funds, and
claims actually adjusted have been small in number and in
total dollar amount.

Provider incentives and risk pool

Portland Metro has established a "Physicians' Risk Pool”
to give physicians an investment or stake in the HMO's wel-
fare. Portland Metro withholds 10 percent of physicians'
biilings for outpatient services and 15 percent for inpatient
services. These funds are pooled for later distribution to
the physicians. A physician i: reimbursed based on the amount
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in the risk =1, the physician's contribution to the pool,
and the aver 12 total cost per patient of the physician
compared to average total cost of all participating physi-
cians of the same specialty. The December 1976 minutes of
the Portland Metro negotiating committee state no criteria
exists for establishing an efficiency factor on which to
base distributions from the pool. The committee recommended
that $18,000 to $20,000 of the risk/incentive pool he dis-
tributed on a dollar-for-dollar basis--based on the physi-
cian's contribution. We believe this practice removes any
incentive for physicians to reduce member utilization of
health care and eliminates any risk that physicians would
receive less than their usual and customary fees.

OPTIMISTIC ENROLLMENT PROJECTIONS

Portland Metro failed to meet original projected en-
rollment levels. The projection submitted with Portland
Metro's first loan application was prepared in April 1975
and assumed an operational date of October 1975. However,
Portland Metro did not begin operating on schedule, so the
projection was updated in November 1975 to reflect starting
in January 1976.

Portlanc. Metro again revised its enrollment forecast
in August 1976 to support requests for an accelerated draw-
down of the initial $1 million operating loan and an addi-
tional loan of $1.5 million. ~ ~»n HEW did not approve the
additional loan, Portland Metro reduced projected enrollment
from 36,000 to 27,000 in January 1977 and again in Pebruary
1977 to 16,400 (see p. 18).

In commenting on our draft report, a Portland Metro
official stated that enrollment has been close to the goals
approved in Portland Metro's second loan application.
Portland Metro reported that, as of November 1977, planned
enrollment was 9,875 and actual enrollment was 9,639.
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Portland Metro's financial =roject:zns wser: also chamaged
to support its varied enrollment proiec-ions.

Enrollment Projections

Projected
Date of enrollment Financial break-even pouint
projection December 1978 Enrollment Date
April 1975 23,357 20,497 3@ quarter
1978
August 1976 36,268 35,978 4th quarter
1978
February 1977 16,400 20,495 3d quarter
1979

RATE COMPARISON

Although health benefits varied under different plans,
Portland Metro's 1976 premium rates were generally in line
with competitors' rates, as the table below shows.

Portland Metro Rates Compared to
Three Competing Bealth Plans

Monthly rates - July 1976

Portland Competltors
Tyre of contract Metro A B C
Employee only $27.29 $24.64 528.70 $31.00
Employee and spouse 65.60 49.28 62.25 64.00
Employee and family 85.86 73.72 74.35 87.30

?s the following table shows, Portland Metro's rates for
Oregon State employees were the highest for each type of con-
tract of the health plans offered.

Rates Charged Oregon State Employees

Monthly rates

Portland Competitors
Type of contract Metro A B c
Employee only $27.43 $23.76 $24.50 $23.83
Employee and spouse 65.93 47.52 52.33 50.37
Employee and family 86.29 69.77 75.22 62.13
Emplovee and children - - 46.87 42.59
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Portland Metro has significantly increased its rates
from those applicable to the general public effective in
July 1876, as shown below:

Premium Rate Increases

Percent

Premium rate increase

July January January from July

Type of contract 1976 1977 1978 1976 rate
Employee only $§27.29 S 34.61 $ 41.83 53.3
Employee and dependent 65.60 72.69 85.82 35.4
Pamily 85.86 100.38 113.95 32.7

CONCLUSIONS

Under existing operational conditions, we do not believe
Portland Metro will achieve financial viability as required
by the act.

Portland Metro's utilizatiom control program has been
snsuccessful in contrelling health care use. 1Initial experi-—
ence indicated that the utilization of health care was gen-
erally higher than anticipated and the hospitalization rate
vas higher than some cother health plans in its service area.

Income and expenditure data for the first 18 months of
operation indicate Portland Metro will not become self-
supporting unless it increases premium rates and reduces
administrative costs to a level commensurate with enrollment
and premium revenues. Past experience indicates that admin-
istrative costs have consistently exceeded projections. We
do not believe Portlamd Metro can become financially viable
at the expiration of the loan subsidy period if it fails to
significantly reduce administrative costs and increase
revenues. .
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CHAZTER 4

WHAT IS T3E EFFECT OF DUAL CHOICE ON

EMPLOYERS AKND PORTLAND METRO?

Section 1310 {the dual-choice provision) of the HMO Act,
as amended, provides that every employer which (1) has at
least 25 employees in the HMO's service area, (2) is required
to pay the minimum wage, and {3) provides health benefits to
employees, must offer employees the option of joining a
gqualified HMO. The act relieves an employer from contribut-~
ing more to the cost of the BEO plan than it contributes to
other health benefits plans.

The act also provides that employers are not regquired
to offer HMO membership to individual employees represented
by a collective bargaining agent if the bargaining agent
rejects dqual choice for his group. Purther, union trusts
are not required to offer dual choice to members receiving
health benefits through the trusts.

We contacted nine employers in the Portland area, the
Portland Metro project officer at HE® region X, an official
on the HMO committee which had been established by the local
Teamster union, and Portlamd Eetro officials to determine

--gconomic effect on employers of cffering Portland
Metro membership to their employees as an optional
health benefit plan in compliance with the act,

—--employer reaction to the act,

--how Portland Metro has used the dual-choice provisions
and its effect upon Portlamd Eetro, and

~—-the likelihood of Portland Metro being offered as a
health benefit plan option by union trusts and em-
ployers in the Portland area.

Employers contacted in the Portland Metro service area
reported no significant economic impact from the requirement
that Portland Metro membership be included as an option to
employees in their health benefit pregrams, and none of the
employers had measured the effects of Portland Metro member-
ship on the health of their employees. Most employers con-
tacted favored dual choice; however, some employers expressed
initial resentment or passive resistance.
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ECONCMIC IMPACT ON EHPLOYERS

Six amployers contacted had cffered Portland Metro
membership to their employees. Erployer representatives said
offering Portland Metro added some administrative costs ini-
tially, but the costs were not recurring. Only one employer
stated it had incurred increased costs due to a voluntary
increase in employer contribution.

Employer cobjections tc offering Portland Metro as a
dual-choice option included:

~-Changes in the payroll system to accommodate an addi-
tional payroll deductiom and in employee contribution

rates for those subscribing to Portlangd Metro,

--Changes in insurance plans offered to employees re-
quire additional reporting under Pederal guidelines.

--Adequate health coverage is being offered and em-
ployees are satisfied with current health benefit
programs.

~--Portland Metro has not established its financial
viability.

--Portland Metro would not be competitive because its
rates are considerably higher than other plans.

As of July 23, 1876, Portland Metro had sent pronotional
salcecs packets, including official notification of its qualifi-
cation as an HMO under section 1318 of the act, to 145 em~
ployers in its service area. Portland Metro officials told
us they do not plan to enforce dual-choice provisions because
an employer can greatly influence the outcome of any attempt
to obtain enrollment of the employee group involved. They
said the primary benefit of dual choice is that employers
are willing to discuss Portland Metro since they are legally
bound to offer dual choice.

All employers contacted told us Portland Metro emphasized
health plan benefits, rather than the employer's obligation
under the law, as a basic sales approach.

PARTICIPATION BY UNION TRUSTS

As of January 1977, Portlamnd ¥etro had not comtracted
with union trusts to provide health benefits to union members
represented by trusts. However, ir commenting on our draft
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report, Portland Metro stated that certain nroblems which
precluded it from being made available to members of the
trust had been resolved and it was emnrolling members of the

Oregon-Teamsters Trust for coverage beginning January 1, 1978.

CONCLUSIONS

The requirement that Portland Metro be offered to em-
ployees as an alternative health benefit plan, as required
under section 1310 of the HMO Act, has had 3 negligible eco-
nomic impact on Portland area employers. However, the manda-
tory dual-choice provision has allowsd many employees to gain
access to the Portland Metro health plan.
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CHAPTER 53

QUALITY ASSURANCE PROGRAM

Section 1301(c)(8) of the act requires each HMO to
establish an ongoing gquality assurance program wnich stresses
healtn outcomes and provides for review by pnysicians and
other health professionals of methods for providing health
services. HEW regulations state that each HMO shall have
a quality assurance program which

--collects systematic data om performance and patient
results and

~--is designed to meet the professional standards review
requirements established in the Social Security Act
for services provided by hospitals amd other operat-
ing health care facilities and organizations.

Portland Metro’s gquality assurance program is comprised
of the following elements:

Review of inpatient care--Portland Hetro contracted
with the Multnomah Foundation for Medical Care (the Profes-
sional Standards Review Organization for the area) to evaluate
and monitor patient care in hospitals and other healta care
facilities. Commercial health insurance carriers and health
providers also contract with the Poundation for this service.
Portland Metro requires participating physicians, hospitals,
and skilled nursing facilities to cooperate with Multnomah
in this review program. The Foundation furnishes statistical
data summarizing the utilization of inpatiemt facilities by
Portland Metro members to Portland Metro.

Management information system--Portland Metro receives
claims for its members from providers of health care. It
screens claims for appropriateness of treatment and for items
of interest to its professional review committee and the
Health Services director. Claims approved for payment are
entered in Portland Metro's computerized health care utiliza-
tion data base from which reports are prepared showing pro-
vider activity and member utilization.

Organizational elements--Portland Metro has incorporated
the following elements into its management structure to assure
guality health care:
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--Portland Metro employs a physician as Health Services B
director to review and discuss questionable claims with
providers, develop review procedures for claims pro-
cessors, review patient and provider profile reports
developed by the management information system, and
serve on a hearing board which is authorized to -mpose
sanctions against health care providers.

~--An evaluation council, composed of subscribers, em-
ployer representatives, and providers, serves as a -
review board for disputes concerning the delivery and :
utilization of health care.

——A professional review committee of nine physicians,
appointed by the independent practice association
Board of Directors, reviews cases and establishes .
standards and guidelines for participating physicians. ﬁ%
The committee chairman serves as a provider representa-
tive on the evaluation council.

—--Specialty providers, such as podiatrists, clinical
psychologists, and physical therapists, have three-
member evaluation committees implementing standards
for their own specialty groups and representing their
groups within Portland Metro and the individual prac-
tice association.

—-Portland Metro member relations staff assist members ;
in obtaining proper care and in initiating and resolv- -
ing grievances. '

The Portland Metro director said physicians are carefully
reviewed before becoming Portland Metro health plan members
and all physicians are licensed and qualified to render medical
services.

In addition to these quality assurance elements, Portland
Metro plans to survey its members to obtain feedback on their
needs.

The Portland Metro member relations director stated only
two formal health care grievances had been filed.
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He _OMMENTS AND OUR EVALUATION

On December 13, 1977, the president of Portland Metro
provided 4s witn 13 a2vliew comments on our draft report. We
revised certain sections of the report based on his comments
and more current Portland Metro operational data.

Portland Metro disagreed with our findings that

--1t has not enrolled members broadly representative of
its service area and

-~1t does not have a financially sound operation.

PORTLAND mETRO COMMENT

The Portland Metro president believed that Portland Metro
was serving a membership representative of its service area.
He stated that Portland Metro had contracted with the Mult-
nomah County Project Health program and as of December 1,
1977, had enrolled 164 medically indigent persons. He also
reported that Portland Metro was developing a Medicare con-
tract which would pe effective July 1, 1978, and the maternity
copayment provision was eliminated on January 1, 1978.

OUR EVALUATION

Although Portland Metro appears to be attempting to
hroaden its membership base, its enrollment was not represen-
tative of the age or income groups in its service area as of
December 1977. Portland Metro has not contracted to serve
Medicaid recipients with either of the States in its serv-
ice area. Portland Metro has begun enrolling the medically
needy individuals under the Project Health program. but these
enrollees represented only about 2 percent of its December
1977 enrollment. Portland Metro has also started negotiating
a contract with the Social Security Administration to serve
Medicare recipients, however, its marketing policies tend to
discourage enrollment of these recipients.

Because Portland Metro has enrolled virtually none of
the approximately 66,000 Medicaid recipients and 127,000
Medicare beneficiaries in its service area, we continue to
believe its mempbersnip is not broadly representative of its
service area.



PORTLAND METRO COMMENT

The Portland Metro president stated that Portlard Metro
has a sound financial plan. He 1indicated that actual. perfor:s-
ance in 1977 was close to the plan submicted with Port-
land Metro's second loan application to HEW.

OUR EVALUATION

Por Portland Metro to pecome financially sound, income
from members must be sufficient to cover the health care
costs of members and the administrative costs of Portland
Metro--including debt service costs.

After 18 months of operation (to June 30, 1977), cumula-
tive member health care costs have been about equal to the
income from member premiums. Portland Hetro's cumulative
deficit of about $1.3 million was nearly eqgual to its admin-
istrative and debt service costs during the 18-month period.

As discussed on page 15, Portland Metro has limited con-
trel over utilization and health care costs. However, it
can adjust income through its member premium rates and con-
trol administrative costs. Portland Metro increased its pre-
mium rates--effective January 1, 1978--vhich may improve its
financial position. We believe it can also significantly
reduce its administrative costs which are more than some other
individual-practice-association type HMOs of comparable size.

In our opinion, unless Portland Metro increases premium
rates and reduces administrative costs substantially, it will
not be fiscally sound as required by the act. We doubt Port-
land Ketro's ability to do this. Thus, it will not Le able
to operate beyond its loan subsidy period without additional
Federal financial assistance. The following graph shows that
the gap between costs and income--on a per-member-month basis--
narrowed during the 7th quarter of operation ended September 30,
1977. However, both costs and income increased propertionately
in the 8th quarter of cperation.

Ke originally concluded that Portland Metro was unable
to break even and, recent events support this conclusion.
On October 7, 1977, HEW informed Portland Metro that 1t had
determined that Portland Metro did not have a fiscally sound
operation as required by the HMO Act. More specifically,
Portlaend Metro had established a goal of attaining revenues
which would exceed fixed costs by a predetermined ratio.
HEW concurred with the goal and recngnized the goal snhen
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it approved Portland Metro's second HMO loan. Subsequently,
HEW noted that Portland Metroc was not generating the desired
revenues in relation to its fixed costs and concluded that
Portland Metro will have difficulty reaching its financial
break-even point before the $2.5 million Federal loans

are exhausted.

HEW officials visited Portland Metro in February 19278
and noted that while some improvements have been made, it
appeared that Portland Metro's situation had become very
tenuous. HEW reported that Portland Metro was (1) able
to control health care costs and {2) created a very undesir-
able marketing situation by firing the marketing manager. The
report also indicated that Portland Metro's high premiums
would greatly affect its ability to market the plan. Also,
while HEW concluded that the measures taken by Portland Metro
to improve its utilization control and guality assurance were
beginning to take hold, HEW still doubted that Portland Metro
could break even before exhausting the maximum loan funding
currently allowed under the HMO Act.

On June 30, 1978, HEW formally notified Portland Metro of
its intent to revoke Portland Metro's Federal qualification.
Specifically, Portland Metro had failed to comply with the
requirement that a qualified HMO have a fiscally sound
operation.
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WERLIAM D. HATHAWAY, MAINE
COMMITTEE ON
DONALD ELISBURG, GEHERAL COUNSEL LABOR AND PUBLIC WELFARE

MARIGRIE M_ WHITTAXER, CHIEF CLERK
WASHINGTON.D C. 20510

May 24, 1976
B-164031(5)

The Honorable Elmer B. Staats

Comptroller General of the United States
General Accounting Office

441 G Street, N.W.

Washington, D.C. 20548

Dear Mr. Staats:

In April, members of your staff provided information to
our staff regarding the General Accounting Office's initital
reviews of Health Maintenance Organizations under section
1314(a) of the Health Maintenance Organization Act of 1973.

In addition to expressing the Subcommittee's appreciation for
the assistance your staff has provided the Subcommittee in
exercising its oversight responsibility and in its deliberation
on S5.1926, the purpose of this letter is to confirm the review
approach presented by vour staff.

We understand that GAO has started a review of two
qualified HMOs as a beginming point for meeting its require-
ments under section 1314(a) as it would be amended by S.1926.
Mr. James Martin's November 21, 1975 testimony before the
Subcommittee has indicated that the slow rate of progress in
establishing "qualified” HMOs along with the lack of an accepted
or generally agreed upon methodology for evaluvating the impact
of HMOs on the health of the public would prevent GAO from
meeting the reporting deadline (December 29, 1976) for the
evaluations called for by sections 1314(b) and 1314(c). The
Subcommittee acknowledges that in view of the unanticipated
delays in implementing the HMO Act of 1973, the 36 month
reporting requirements for sections 1314(b) and (c) now appear
unrealistic and are virtually moot. However, the Subcommittee
is pleased to note that GAO is planning to include elcments of
subsections (b} and (c}), in its reviews of the individual
""qualified” HMOs, specifically: (1) evaluations of the economic
effects of section 1319 upon the employers that have included
the "qualified" HMO in their employee health benefit programs
and (2) descriptions oif the quality of care assessments and
evaluations in each HMD.
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APPENDIX I APPENDIX I

As your staff complete the reviews of each HMO, we would
like reports on each review forwarded to us (and as previously
discussed with our staff, copies to the Chairman and Ranking
Minority Member of the House Subcommittee on Health and Public
Environment, Interstate and Foreign Commerce Committee). You
may supply copies of the individual reports to DHEW and to the
Civil Service Commission toc assist them in the performance
of their regulatory and monitoring duties over HMOs. A summary
report to the Congress would be submitted by June 1978 as called
for by section 1314(a) as amended by 5.1926.

Again, the work by your Manpower and Welfare Division
staff on the implementation of the HMO Act by DHEW and the
GAO questionnaire survey of prospective HMO grant applicants
have greatly assisted us in our deliberations on the HMO
amendments of 1975. We look forward to receiving the final
report on this effort as well as the reports on your planned

reviews on HMOs.
Sincere% y,
/ »/(’
. Kennedy

Richard S. Schweiker

Ranking Minority Member Chairman
Senate Subcommittee on Senate Subcommzitee on
Health Health
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Portland Metro Health Plan

5201 S.W. Westgate Drive, Suite 111
December 15, 1977 Portland, Oregon 97221 ® (5003} 297-5561

Mr. Gregory J. Ahart

HRD Room 6864

U.S. General Accounting Office
41 G Street N.W.

Washington, D.C. 20548

Dear Mr. Ahart:

Thank you for letting us review your November 1977 draft report on
Portland Metro Health.

It is our understanding that this report is based on your auditor's initial
site visits to PMH and excludes information from more recent site visits.
We feel it would be more proper to have one GA0 report based on all
available information, not two reports - one based on extremely old
information; the other on more recent information.

OQur detailed comments are shown on the attached document: Comments from
PHMH Concerning the GAO November 14th Draft Report on Portland Metro
Health. Our overall comments are as follows:

1. The craft report is in many places non-factual. Incorrect
statements are pointed out in the attached document.

2. The draft report is definitely biased and many of the conclusions
drawn are based on opinion, not fact. On the majority of
issues, only some of the pertinent information, generally of a
negative nature, is provided. The overall result is a biased
and misleading description of PMH.

3. The information presented, upon which the conclusions are
drawn, is extremely old and based on an inadequate number of
member-months of experience. For example, data from the first
seven months and first eleven months of 1976 -- the Plan's
first year of operation -- are repeatedly cited whereas data
from 1977 is largely ignored. We find this unacceptable for a
draft report dated November !977.

' The standards used to evaluate PMH are more suitable for a
mature HMO than a developing HMQ less than two years old. To
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expect an HMO, now less than two yeass old to have enrolliment
completely representative of the community, to include unioa-
trust, contracts with Medicare and Medicaid as well as many
diverse employer groups, is unrealisgic.

5. Many of the standards used to evaluate PHH, an |ndividual
Practice Association (IPA) type HMD, are more suitable for
Group Practice HMOs. The report fails to recognize importast
characteristics inherent to the IPA model; consequently, much
of the criticism in the report is more a criticism of the IPA
HMO model! than of PMH.

We request that the draft report be rewritten to (1) include data gathered
from more recent site visits {(at a minimum to include data through

September 1977} and (2) to provide more complete data recognizing positive

as well as negative information where applicable; (3) use more appropriate
standards for evaluation, and (%) the incorrect statements be corrected.

Please feel free to call us if there are questions concerning the attached
“"Comments'' or if there is additioral informatiom we can provide.

We would appreciate receiving a copy of the final report. We agree with
you that we should be permitted to have our comments attached to the
final report when it is distributed. We want the opportunity, of course,
to revise any of our comments based on the final draft's content.

Since

Paul J. Vogt
President

JJ/cd
Enclosure
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APPENDIX II APPENDIX II

COMMENTS BY PHH CONCERNING GAO'S
NOVE®BER 14 ZRAFT REPORT ON PORTLAND METRO HEALTH

DIGEST - There are four statements in the Digest section which we either
disagree with o~ are not sp-to-date.

1. ""sroadly representative membership'' - As will be discussed, our
membership is broadly representative of the community that we
serve.

2. "financial soundness” - As discussed, we feel we do have a sound

financial plan.

3. "upion trusts'' - We are currently enrolling members of the Oregon-
Teamster Trust for zoverage effective January 1.

ER "competitive premium rates' - We feel we are competitive, as witnessed
by the fact that we have continually met or have been close to our
enrol lment goals over the last ten months. See Exhibit A. More
evidence of our conpetitivenaess is discussed later on.

Chapter 1 - Introduction

On the top of page 3, the report states we were qualified in July of
1975. This is an incorrect statement. Although we were tentatively
qualified im July 1975, we were not officially qualified until January
1, 1976 foltowing the award of a cne-million dollar loan. (See Federal
Register and qualification certificate.)

On the sottom of page 3 of the report, it states that PMH's payment to
physicians resemzles indamnity plans. This statement is misleading
because it does mention wo important differences. First, PHH pays par-
ticipating physicians directly, whereas most indemnity plans reimburse

the member who im turn pays the provider. This is an important difference.
Secondly, P¥H withholds 1@ to 152 of aporoved fees for the risk-incentive
pool. We feel strongly that if the report is to mention similarities to
indemnity plans it should also mention these significant differences

from indemnity plans.

Chapter Il - Organizatioral Reguirements

The report states the opinion that PMH does not meet the requirement of
enrolling persons broadly representative of various age, social and
income croups in the area it serves. Four statements in support of this
assertion are made. Our comments concerning each of these statements are
shown below:

(1} "P¥ services proportionatelv fewer persons over age 45." Although
this is currently true, a coxplete explanation of why this is so is
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{2)

{

*

3)

This is based on first quarter 1978 rate< of S41_83 for - ingle~, $B5.3I
for couples and $113.95 for families.

not provideas. We feei it shouid be. The reason xe have ~ad Fewe-

persons over 65 is that we do not yet have @ contract witt Mediczre
{SSA). The report fails to recognize the operationz| time requi-=d
before the Plan could contract with SSA. Nor doss tthe rzoorl stste

that PMH is in the process of developing 3 Medicare contract to :e
effective Juiy 1, 1978.

The reasons suhy there are fewer persons aged 45-%% amre more complex.
While there is no sieple explanatiom, it is probzbly largely due o
the fact that older adults are less inclined to thange hezltim care
plans to joinm a mew health plan tham younger aduits. This is not
unique to PM# but is true of most other developirg HMDs as ewidenced
by HEW's HMO census statistics. The resort fails to compzre wus
with other comparable HMDs but instead compares ©s with an umident~
ified non-qualified HH0 in the Portland area whidhy appears ta be
Kaiser. This couid be 3 vary unfair cosparison if thiis is trae
because Kaiser is over 30 years old and therefore has 2 mch older
overall membarship. A fairer comparison woulld bz the Harzard
Community Health Plan in Boston which is about six yemrs old and
like PMH has a large proportion of younger adults agead 20-44. IFf
there is to be an age comparison in the final repsrt, it zhould, 'n
our opinion, be with a qualified HMO comparable te PHME in age, even
if the HMO is from a different geographic region.

"PMH has not zontracted with the States or other zroups to prowide
health s2rvices to Medicaid recipients ar other nzedy persans.’'’

This is an incorrect statement. PMH has contractet winth Ml tnomah
County's Project Health Program, effective July 1, 1977. Is of
December 1, 1377, i84 medically indigent and Medicaid mersons tave
been enrolled into PME as & rescit of this comtract. Emrolment is
planned to reach 400 or more by July 31, 1978. The statement in
the GAO report that we have placed a 1imit on the tumber of Projec:
Health members is incorrect. We have no such 1imit.

'"PMH has established a rate structure that discoutrasges older persors
and pregnant women from enrolling."

Evidence cited for this statement is that the two-gerson rate =t
PMH is slightly more than twice the single rate. As of Jatuary 1.
1978, the ratio will be 2.05 to 1.00%_) V¥e do not believe zhis
rate structure represents a barrier to either older persons ar
pregnant women. As evidence of the latter, our birth rate h3s

consistantly been arourd 33 per 1,000 which is 2} 1imes the commun-,
average.
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During 1977, PMH did have a $150 maternity copayment. ! was
anticipated that this would alter the proportion of pregmant women
joining PMH to a figure closer to the community average. However,
the birth rate at PMH did not decline following the implementation
of the deductible. Partly as a result of this, PHH elimimated the
$150 copayment for all enroliments and re-emrollments in 1978.

(4) "'PMH has screened employer groups to el iminate potentially high
utilizer groups.' This statement is partially true. Screeming is
done for two reasons: (1) to protect on a business basis the
Plan's fiscal viability and (2) to help insure that the Plan's
membership is representative of the service area. For example; we
have temporarilly limited the number of hospital groups with PMH
coverage to two. Current membership from these two hospitals accounts
for 12% of total Plan membership, which is significantly higher
thar. the proportion of the community's populatiom employed by
hospitals.

On page ik, the draft report states "in the interest of financial
viability, PMH has selected groups within each imdustry with the
best (lowest) health utilization records.'' This is untruwe. In
selecting new qroups PMH's two main criteria are:

(1) Minimal premium differential between PH¥H and other
carrier(s);

(2) Cooperative attitude by employer.

Groups meeting these two criteria have historically resulted in
large enrolliment penetrations which is the number one goal of
marketing. While it is true that PHH sometimes requests data on
age, sex and past utilization experience, this is of auch less
significance in selecting groups than premium differential and the
employer's attitude toward PMH.

In summary, we feel the draft GAO report portrays a very misleading
description of PMH's marketing selection process. To us this is a
serious shortcoming. We request that the final report be written in
such a way as to provide a more balanced and complete wiew of F¥H's
enroliment and marketing process.

Open-Enrol Iment - The draft report correctly reports that PMH has not
had an open-enrollment period and that it does not plam to have one
until after break-even has been rzached. The draft report does not,
however, give a complete explanation of PMi's reasens for postponing
open-enrol Iment until after break-even. There are two main reasons:

{1} Based on the experience of other HMOs such as Northcare in
I1linois, open-enrolliment can have disastrous financial effects
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on a small, developing HMO.

(2} HEW counseled PMH during initial development on the potentially
adverse effect on financial viability.

Chapter 1l - Financial Viability - There are several incorrect or misleading
statements in this chapter. Each is discussed below.

in the first paragraph, the opinion is expressed that PMH 'will not he
fiscally sound within the 36-month period required by the '0an agreement.”
The second loan agreement for PMH is based on a 45-month period. (The
second loan superceded the first loan agreement; therefore, references or
comparisons with the first loan agreement are, in our opinion, not useful.)

There are four reasons given for the opinion that PMH will not become
financially viable; each is discussed below:

(1) "PMH continues to incur administrative costs in amounts dis~
proportionate to its enrollment size.' This is a misleadimg
statement because it wrongfully implies that to incur high
administrative costs prior to break-even is wrong. Actually,
it is simply a statement of fact that applies to all HMOs {and
in fact for most other businesses.) That is, administrative
costs will, by definition, represent a larger percent of total
costs prior to than after break-even.

Further, the GAQO Report fails to provide current informatiom

on administrative costs. Exhibit B shows both the actual and
planned monthly per member administration costs over the

period January 1, 1977 to October 30, 1977. The exhibit aiso
shows the actual and the planned total deficit. It will be

seen that the monthly per member administration costs have
steadily declined and also that the actual deficlit has generally
been close to planned.

(2) "PMH lacks effective control over utillzation and costs of
health care services." This is a matter of degree. Certaimly
PMH does not have total! control over utilization and costs.
The cost per service of medical care is strongly related to
inflation of medical care in the community and the nation amd
it is true the Plan cannot control the rate of inlation.
However, PMH does have an effective asans of establishing each
physician's approved fee schedule. On page 24 of the report,
it states these approved fees are not being used to determime
fees paid to physicians. This iz an incorrect statement; each
physician's billed fee is compared with his approved fee and
fees above the approved fees are cut back. This system has
been in effect since September 1, 1977.

As to controls over utilization, the GAD report states on page
26 that PMH does not have a program to control hospital admissicas.
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(3)

(4)

This is incorrect. A hospital admission review program (HARP)
was implemented May 1, 1977. Under this program, the physicians
must request p(ior authorization for all non-emergency admissions
excluding normal maternities. This program has been helpful

in controlling and monitoring hospital utilization although
dramatic short-term reductions have not been realized. Likewise,
another major factor in health care costs is the health status
of Plan members and the requirement to provide all medically
necessary services. When a new growing Plan has a majority of
new members with existing health problems, it is unreasonable

to expect denial or planned delays in providing those services.

"'"PMH has been unable to achieve enrollment goals and has
established premium rates for 1977 that are significantly
higher than competitive health plans in its service area."
Both of these statements are incorrect. PMH has met or been
close to its enrollment goals used (and approved) in the
second loan application. Figures demonstrating this are in
Exhibit A, mentioned earlier.

Secondly, PMH's 1977 and 1978 rates are competitive when
various factors determining competitiveness are considered.
These include the following:

price

comprehensiveness of covered benefits
accessibility - number of service locations
satisfaction with existing carriers/plans
service - method of delivering health care

e et

a
b
c
d
e

We feel the premium rate comparison shown on page 34 is misleading
and naive because it provides data only on the price while
neglecting other factors (b through e above), which are equally
important in marketing a health plan in an extremely competitive
marketplace.

We believe PMH is competitive and will remain competitive.

This is confirmed by our marketing "track record' which shows
large initial penetrations and rapidly growing enrolliment a:
many of the Plan's accounts including Tektronix, Fort Vancouver
Plywood, Esco, Emanuel Hospital, Portland Adventist Hospital

and the State of Oregon. Also, premium rates to be used January
1, 1978 for federal employees (the largest emplayer in Portland)
are lower than Blue Cross, the major competitor, in spite of the
fact that PMH's coverage is more comprehensive.

""PMH has not changed the health care delivery to reduce health

care costs.'" To support this opinion, the report states that
the Plan does not employ its own physicians and in general
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does not resemble a group practice model HMO. The report
therefore judges PMH, an Individual Practice Association type
HMO on standards more applicable to group practice HHMOs. The
ways in which an IPA-HMO changes health care delivery are
obviously much different than in group practice HMOs where
structural organization are the main means as opposed to
provider and member education as in an IPA.

The fact that the draft report does not recognize the inherent
difference between the two HMO models is strong indicatiocn of
the report's bias and lack of understanding of basic priaciples.

Another comment we have concerning this chapter on financial B
viability involves the statements made on page 21. The last
sentence of the first paragraph reads, '"PHH had only been in -
operation since January 1976, therefore the data base was too E
limited (for GAO) to prepare a detailed actuarial projection.* i
{The data base referred to is the first eleven months of

1976.) VYet in the very same paragraph, two sentences previously,
the report says that based on the experience of these first
eleven months, the GAQ concluded and informed HEW that PHH

would not achieve the requirement of fiscal wviability. It is
totally incredible that the GAD could minimize the significance
of the data base on one hand while on the other hand use this
data base to reach such a sweeping and categorical conclusion.

On pages 24 and 2¢, statistics are provided on the actual E
versus planned u.ilization and cost per service for the first
seven months of 1976. We find it appalling that this old and
very limited data (based on a very small population base) be ;
presented as indication that PMH is not capable of becoming 4
financially viable.

On page 27, the report again cites data from the first seven
months of 1976, this time with regard to risk-incentive pool.
To update this, we report that based on the first 10 months of U
1977, the risk-incentive pool represents 5.2Z of total claims

paid. This is considerably different than the 2% quoted in 3
the GAQ report. This 2% figure is much lower than what the :
Plan currently experiences or will experience in the future.

H

The GAO report goes on to say that because there is very b
little risk-incentive pool monies, it can not be used as an o
effective lever for influencing physicians' behavior. While

recognizing that the risk-incentive pool is only ene factor E
for changing physician behavior, we present the foliowing data L

as evidence of its potential effectiveness. In the first 10
months of 1977, PMH has paid more than $5,000 to nine physicians. .
(Payment to these nine physicians represents 7% of total w
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physician reim'mirsement during this time period.) For these
physicians, PMH does not represent an insignificant portion of
their practice. Further, the Plan's membership is rapidly
growing. Hence, by mid-1978, significantly more physicians
wili find that PH¥4 members represest a significant portion of
their practice. The risk-pocl momies for physicians whose
practices are between 5% and 25% PMH members will be somewhere
between $500 and $2,%00 assuming 2a average gross income of
$80,000. Such sums of money are mot insignificant to these
doctors in our opinion.
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EXHiBIT A

Planned and Actual “ember Months, By ¥onth

Month Planneg™ Act.al

January, 1977 4300 5122

February 5150 51&

March 5675 5742

April 6200 5823 ‘

May 6725 6128

June 7250 6962

July 7775 712¢

August 8300 8488 P
September 8825 8784

October 9330 9418

November 9875 9632 )

*Based on projections made for second ¥EW loan.
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EXHIBIT B
Planned & Actual Yonthly Per Member Administration Cost
and Total Cumulative Deficit
1977 Year to Date 1977 Year to Date
Per Member Operational

Administration Cost Deficit

Planned Actual Planned Actual
January, 1977 $15.82 $14.22 $ 76,270 S 58,091
February 16.20 14.56 159,059 134,619
March 15.43 14.24 234,527 203,700
April 14.64 13.67 321,060 298,851
May 14.04 13.61 385,845 386,393
June 13.38 13.18 445,668 466,497
July 12.75 12.60 507,110 502,755
August 12.10 12.34 565,744 571,753
September 11.89 11.67 621,521 622,853
October 11.38 11.18 676,309 671,233
November 11.00 10.87 720,750 755,988
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lequirements for health maintenance
oxpanfzationg in the MO Act of 1973

~=May be supplemcnted by nomjinal payments
except that sucdh payments may not serve as
a barrier to delivery of health services.

Supplemental Health Services for a supplemental
health service payment,

Supplemental health service payments which
are fixed 'm a pre-payment basis must be
fixed on a community rating system,

The services of health professionals which

are provided as a basic health gervice shall

be provided through a medical group(s)

ot individual practlce associntion(s) uniess

the health professional's services are unusual
or infrequently used or the service was provided
because it was medically necessary and could not
be provided by such a health professional,

Basic and Supplemental lleaith Services shall,
within the JIMO service area, be availablie and
accessible and be provided in a manner which
assures coantinuity and:

Vhen medically necessary, be available
and accessible 24 hours per day and
7 days per veek,

Portland lietro lleatlin

n
G:QIMEI fane o

Not in
caomplianes

X

As defined by Portland HMetro.

(See ch.

2.)
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Requirements for health maintenance
orpanizations in the IO Act of 1973

A member of an HMD shall be reimbursed by the
IMO for his expensc in sccuring basic or
supplemental health services otner than throuph
the IIMO Lf 1t was medically nccessary that the
services be provided beforc the member could
secure them through the WMO,

Each HMO shall:

-<Have a fiscally sound opecrat.om.

--Have an adequate provision apainst the risk
of insolvency.

Portland Metro Health
In Not i
compliance compliance

X

L4

III XIgNddav

Coaments

Under oxklating ojccationni
practices, Portiasd Metve wiil
be unabiec to oper..lo after

tive loan subsidy peviod
without continucd .inancia.
assistance, {Sce cu. 3.)

Portland Metro wa. 156,030 on
Geposil with the Siite Insuwlauce
Cormissloner, $23,550 in a
reserve account, sidaviuuc,
stop-i055 insurance coverape for
contn over 57,500 per wewocor,
enexrpency health cave stop-loss
coverape, the provicer's rink
pooi, and is requivced by State
lav to maintain a veserve
account of 1/24 of annuai claims
incurred.
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Requirements Jor nwealth maintenance
orpanizations in the MO Act of 1973

Each MO shall:

Assume full financial risk on a prospective
basis for the provision of health services,
except that the lill0 may obtain insurance or
make other arrangements.

Enroll persons who are broadly representative
of the various ape, social, and income groups
within the arca it scrves.

ilave an open enrollment period of not less than

30 days at least once during each l2Z-month

pariod, During this period, the MO will accept,

up to its capacity, individuals in the order in
wvhich they apply unless the HMO demonstrates to
the Secretary the need for a waiver from the
open eu.ollment requirement.

Not expel or refuse to reenroll any member
becouse of his health gtatus or his require-

menta for health services,

Portland Metro jlea..h

in Not in
compliance  compliance
X
X
X
X

Commont -,

Portiang Metro noiicics i
pract.ces specilicaily «.,courape
enrollment of the old (Madicare),
the poor (Medlcaia), and  roupn
with high utilization expecience,

Waiver of open enrollment
requirement has been vequested.
However, no justification was
submitted to support the request.
HEW has not replied to the re-
quast for waiver. Under the
1976 amendments to the HMO Act,
Portland Metro fs not required to
conduct en open earolluent per-
ied.
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Portland Metro Hcaliin

Requirements for health maintenance In Not in
orpanizations in the UMO Act of 1973 compliance compliance

Be organized in a manmer that assures that:

~=at least 1/3 of the membership of the X
policy~-making body of the IIMO be members
of the IMO,

==modically underserved arcas are cquitably X
represented.

Each IMO shall:

Be orpanized in such a manner that provides X
e meaningful procedures for hearing and resolving
- grievanees betwoen the UMO (Including providers)

and the 1D members,

Have organizational arxangemonts for an ongoing
quality assurance program which:

==Strosses health outcomes, X
==Provides revicw by physiclans and other X
health professionals of the process followed
in the provision of health services.

Provide medical soclal services for its X
membara, .

Comments

Portland Maetro had seated 6
member representatives om tha
l8-parson Board of Directors
in Februar!_;?z7.

Portiand Matro we.lua wpou the
me. ~cai soclal services uepart-
menty of participating provider
institutions to provide service
to members,

¥
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Requirements for health maintenance
orpanizations in the MO Act of 1973

Encourage and actively provide health education
services, education in the appropriate use of
health services, and education in the contri-
bution each member can make to the maintenance
of his own health,

Provide, or make arrangements for, continuing
education for its health professional staff.,

Each IIMD shall:

Provide an effective procedure for developing,
compiling, evaluating, and reporting to LV
statistics and other information relating to:
-=Cost of operations,

--Patterns of utilization of gervices,

~<The availability, acceasibility, and
acceptability of ite services.

-=Developments on the health status of its
membets,

-=0Other matters as requived,

a/ HEW has not completed reporting roguirements,

Portland Metro ilealil

In Not in
compiiance compliance

&

{a)

(a)

(a)

Comunoncg s

pPortland Metro reiics on
contract providers for i lln
education services to menbers.
Throuph 1ts monthly neusictter,
Portland Metro pubilclzern some
healtu education programs,

Portland Metro contracts (or

the provisilons of all heaith
services and does not monitor
the continuing ecducation
provided to participatiny health
professionals,
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PORTLAND METRO OPERATING .KRESULTS FOR THE

QUARTERS ENDED MARCH 1976 THRQUGH DECEMBER 1976

Income:
Member premiuma
Other income

Total income

Expenses:

Medical:
Direct service
Outside referral
Fharmacy
Dental
Optical
Hospitalization

Administration

Loan interest

Total expenses
Revenue (loss)

Average number of members

Quarter ended

December

March June September Total

1976 1876 1976 1976 1976
$ 15,458 5 592,354 $196,840 $260,281 $ 531,933
2,456 15,593 14,359 8,406 40,814
17,914 74,947 211,199 268,687 572,747
2,185 14,626 137,229 163,769 317,809
151 1,294 9,423 16,37¢% 27,203
- 94 268 420 782
4,028 17,283 105,599 112,963 239,873
115,576 205,952 190,855 203,318 715,701
24,872 22,062 29,279 24,392 100,605
146,812 261,311 472,653 521,197 1,401,973
-$128,898 -$186,364 -$261,454 -$252,510 ~$ 829,226

215 905 2,783 3,604

Al XICGN3ddv

XIaN3ddv

-

F2)



PORTLAND METRO OPERATING RESULTS FOR THE

(zoozZoT)

QUARTERS ENDED MARCH 1977 THROUGH DECEMBER 1977

Income:
Member premiums
Other income

Total income

Expenses:

Medicali
Direct service
Outeide roferral
Pharmacy
Hospitalization

Administration

Loan interest

as

Total expenses

Revenue (loss)

Average number of members

Quarter ended

March June September  December Total
1977 1977 1977 1977 1977
5407,537 $526,854 $719,062 § 898,363 $2,551,816
10,047 23,034 28,952 37,180 99,213
417,584 549,888 748,014 _ 935,543 2,651,029
198,229 294,576 360,845 448,739 1,302,389
16,724 18,194 19,216 48,902 103,036

1,898 4,813 . 18,809 20,711 46,231
170,223 232,171 270,105 330,485 1,002,984
206,313 206,196 210,331 247,228 870,068

24,838 40,610 40,453 _40,877 146,718

€18,225 796,560 919,759 1,136,942 3,471,486
-$200,641 -$246,672 -S$17)1,745 -$ 201,399 -5 820,457
5,388 6,262 8,381 10,063
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